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This case discussed about the effects of subsidy on the demand and supply of sugar in Malaysia. 
In economics, taxes and subsidies changed the price of goods and, as a result, the quantity 
supplied and consumed. Due to the huge burden on the country’s finance, the sugar subsidy 
scheme was no longer sustainable thus, the subsidy reduction by the Malaysian government was 
essential. This case was targeted to undergraduate as well as postgraduate students who are 
majoring in Economics. This case allowed students to identify the reasons why Malaysia’ Sugar 
subsidiary needed a rationalization plan. 
PROLOGUE  
5 June 2013: It was late afternoon in the second week of Ramadhan and Encik Sharuddin Jali, 
the Director of Domestic Trade, Cooperatives and Consumerism of Kelantan had just finished a 
monthly meeting with his department staff when his telephone rang. The State Secretary of 
Kelantan Domestic Trade, Co-operatives and Consumerism was on the other line. After a short 
greeting the State Secretary quickly explained his concern. 
State Secretary: “I received reports from the Customs Office today that they have caught people 
trying to smuggle sugar to Thailand. Yesterday only, there were three cases. When the Customs 
officers interrogated the smugglers on the reasons why they smuggled our sugar, they said that 
the price of sugar in Malaysia was much cheaper as compared to Thailand and our neighbouring 
countries. We were aware that the cheaper price that Malaysians enjoy was due to our high 
subsidy. Maybe it is time for the government to review the sugar subsidy. Before this problem 






became more serious, I want your department to conduct a study on the willingness to pay for 
sugar and I expect to see the report in three months.”  
Encik Sharuddin quickly asked his secretary to call all his staff for an urgent meeting. He also 
told his wife over the phone that he would break his fast at the office again. 
BACKGROUND 
The issue of shortage of sugar usually arose whenever the festive seasons approached.  
Whenever there was word of a probable price hike of essential and controlled item like sugar, 
panic buying was likely to occur. The man on the street could not really understood the 
reoccurrence of such panic buying. Was it because sugar suppliers were ignorant of the higher 
than normal demand or was it a case of miscalculated demand from the suppliers?  Housewives, 
small business entrepreneurs, and hawkers sometimes failed to understand why there was always 
an imbalance of supply and demand in the sugar market.   
 
Supply and Demand of Sugar in Malaysia 
(i) Domestic Production of Sugar 
The world sugar production for the 2009/10 season was estimated at 157.16 million tonnes (raw 
value), increased by 4.67 million tonnes or 3.07% from the previous season while global demand 
for sugar was estimated at 166.58 million tonnes1. In Malaysia, the cultivation of sugar cane was 
still small as compared to other commodity crops such as palm oil which generated higher 
returns and export value. The harvested area of sugar cane, mainly from the largest sugar cane 
plantation in Chuping, Perlis, ranged from only 11,000 to 12,000 hectares, and its yield was 
generally lower than that of Thailand2. For 2009/10 period, Malaysia’s sugar production was 
estimated at only 30,000 tonnes, derived from 702,000 tonnes of sugar cane output.    
The sugar production industry in Malaysia was dominated by a small number of firms. The 
Malayan Sugar Refinery (MSM) and Central Sugar Refinery (CSR) were the backbone of 
                                                          
1 International Sugar Organisation Quarterly Market Outlook, February 2010 quoted in World Sugar Market Review  
by Indian Sugar Mills Association (www.indiansugar.com). 
2 World Sugar: FAPRI 2010 Agricultural Outlook. 






Malaysia’s domestic sugar industry, complemented by relatively smaller refineries like Kilang 
Gula Felda Perlis (KGFP) and Gula Padang Terap (GPT). MSM and KGFP owned by Felda 
Global Ventures Holding (FGVH) produced more than 750,000 tonnes of refined sugar, which 
translated to supplying about 60% of the domestic sugar requirement3.
 
 Meanwhile the rest of the 
sugar supplies were produced by CSR and GPT which were owned by Tradewinds. The overall 
supply of sugar in the country was characterized by low output by the dominance of four 
distribution suppliers monopolized by the two corporate groups, FGVH and Tradewinds.  
The country’s sugar consumption was estimated at 1.27 million tonnes per annum by FAPRI4, a 
far cry from its domestic production.  More than 97% of the country’s domestic requirement was 
therefore met through imports mainly from Australia and Thailand by the sugar producers as 
listed in Table 1. These sugar refiners were issued import licenses by the Government to 
augment the domestic supply of sugar. 
 
Table 1: Sugar Refineries in Malaysia 
Company Location Daily Capacity 
(tonnes/day) 
Holding Company 




2,000 Felda Global Ventures 
Holdings* 
Kilang Gula Felda Perlis 
(KGFP)  
Perlis 1,500 Felda Global Ventures 
Holdings** 
Central Sugar Refinery (CSR) Selangor 1,500 Tradewinds 





* MSM was previously 100% owned by PPB Group. This was put up for sale at RM1.2bil by Kuok Group in    
early 2010. 
  ** Formerly a 50-50 joint-venture of Perlis Plantation and Felda. 




                                                          
3 PPB Annual Report, 2008. 
4 World Sugar: FAPRI 2010 Agricultural Outlook 






(ii) Domestic Consumption of Sugar 
In Malaysia, the increase in sugar consumption was attributed to the population and income 
growth resulting in higher demand from the household sector5.  The rapid rise in food processing 
industries such as confectionery and beverages which required sugar as a material input has also 
contributed to higher consumption of sugar. Meanwhile, the change in lifestyle such as 
expansion of vending machines and the higher frequency of eating out also resulted in a 
mushrooming of ‘mamak’ restaurant and ‘kopitiams’ outlets, which also induced higher demand 
for sugar.  
According to the Department of Statistics’ Household Expenditure Survey, total sugar consumed 
by households during 2009 was only about 72.1 million kilograms (kg) per year, constituting 
only 2.6 per cent. Industrial consumption took up the lion share of 96.2 per cent. Industrial usage 
included consumption - by soft drink manufacturers, bakeries and confectioneries as well as 
restaurants and coffee shops6. 
In contrast to its low rank as a sugar producer, Malaysia was one of the top sugar consuming 
countries in the region.  Its per capita domestic consumption was estimated by WHO at 46 
kilograms per year during 20057. The 2010 level of sugar consumption in Malaysia was 
estimated at the vicinity of 48.55 kg and projected to surpass 50 kg by 20128. Table 2 showed the 
per capita consumption of sugar in selected countries. 
Table 2: Per Capita Consumption of Sugar (kg) 
 1991 1994 1997 2000 2002 2005 2010* 2012* 
Malaysia 38.5 43.5 47.8 44.7 42.1 46.9 48.55 51.89 
Thailand 20.9 25.2 30.2 29.1 31.1 36.2 31.62 32.98 
Philippines 24.9 28.0 27.5 27.5 25.6 23.9 21.52 21.74 
Vietnam 7.5 8.1 9.0 10.4 9.9 10.9 na na 
Indonesia 13.9 15.4 16.7 16.0 16.8 18.4 18.11 19.59 
Japan 23.0 21.2 19.6 19.0 19.1 18.8 17.51 17.61 
                                                          
5 An Analysis by Ravichandran D.J Paul, Bernama, December 22, 2009. 
6 As reported in the Malay Mail on 19 Jan 2010. 
7 WHO (World Health Organisation) - Global Sugar Consumption posted as http://www.whocollab.od.mah.se/ 
expl/globalsugar.html#SEARO) 
8 FAPRI 2010 Agricultural Outlook 






South Korea 19.8 21.2 24.2 21.4 23.4 26.0 26.32 26.86 
India 13.8 15.2 15.7 16.5 17.5 19.6 20.03 20.52 
Source: World Health Organization: Global Sugar Consumption as posted in 
http://www.whocollab.od.mah.se/expl/globalsugar.html#SEARO) 
Note: *Projections made by 2010 & 2011 - FAPRI 2010 Agricultural Outlook 
 
GOVERNMENT INTERVENTION IN THE DEMAND-SUPPLY OF SUGAR 
Ideally, if a market was efficient, it moved towards its equilibrium prices and quantities.  This 
means that price will be adjusted to equate the demand quantity with quantity being supplied, i.e. 
eliminating any surpluses or shortages. However, market failed to provide this best outcome.  
Externalities such as sudden sharp movement in international prices could result in the 
intervention from the Government to keep the price of that item from finding its own 
equilibrium.  
In Malaysia, the government’s intervention in the essential goods such as food items was 
warranted when there appeared to be some market failure forces such as high international prices 
which had a bearing on the economic and welfare of the nation. The government could stabilized 
food prices via various means, namely subsidies, price control and control of supply. These 
controls were aimed at stabilizing domestic prices from external price shocks, and at protecting 
the lower income group while helping to promote the growth of domestic industries.  In the case 
of the sugar market in Malaysia, the Government’s intervention could be seen in various ways: 
 (i) Intervention on Quantity 
The Government supported the industry through sugar import allocation. Sugar refiners were 
issued licenses to import raw sugar based on the quota allocation, and quantities above the quota 
allocated would require approval. The import licensing was administered by the Ministry of 
Domestic Trade and Consumer Affairs. 
Although the four sugar refiners had a total capacity to produce up to 2 million tonnes, the total 
domestic requirement was about 1.3 million tonnes. The import quotas were set by the 
government based on past sales. CSR and Gula Padang Terap had an import quota of 45 per cent 






each while the other two refiners, i.e. MSM and KGFP wholly-owned by Felda Holdings, had 55 
per cent.  
(ii) Price Intervention  
Sugar was subject to price control in Malaysia. Both wholesale and retail prices were controlled 
under the Supplies Regulation Act (1974), with prices pre-determined by the Government. In 
July 2010, the government raised the price of sugar to RM1.90 per kg in Peninsular Malaysia and 
RM2 per kg in Sabah and Sarawak. The government had previously just increased the prices to 
RM1.65 and RM1.75 per kg, respectively on 1 January that year. Before the price hike in 
January, the retail price of sugar had been kept at RM1.45 and RM1.55 per kg since 2006. Table 
3 presented the price of sugar in domestic market in Malaysia.  
Table 3: Gazetted Price of Sugar in Domestic Market 
 
Price of Coarse sugar (RM/kg) 
Year Effective date Peninsular 
Malaysia 
Sabah & Sarawak 
2000 Since Feb 
1998 
1.45  
2001 - 1.45  
2002 7 Mar 1.40 1.50 
2003 - 1.40 1.50 
2004 - 1.40 1.50 
2005 - 1.40 1.50 
2006 13 Sep 1.45 1.55 
2007 - 1.45 1.55 
2008 - 1.45 1.55 
2009 - 1.45 1.55 
2010 1 Jan 1.65 1.75 
2010 16 Jul 1.90 2.00 
2010 4 Dec 2.10 2.20 
2011 10 May 2.30 2.40 
     Source: Ministry of Domestic Trade, Co-operatives and Consumerism  
 
(iii) Retail License 
Traders who sold any essential or price-controlled items such as sugar, flour, cooking oil, fuel, 
diesel and gas were subjected to a single license coming into effect on 1 July 2010. These traders 






could also apply for this ‘all-in-one’ retail license, which was also subjected to the Control of 
Supplies Act. This new retail license was recently introduced to stop the hoarding of essential 
items. Under this new license, sundry shops were allowed to keep sugar stocks of up to 500 kg 
compared to 200 kg previously. However, shops located 20 km from the border were still 
prohibited from storing more than 200 kg of sugar at any one time. 
 
The Economics of the Sugar Subsidy in Malaysia 
A subsidy was defined as a payment which formed a wedge between the price the consumers had 
to pay and the costs incurred by producers, such that the price was less than the cost.  Subsidies 
were transferred costs that do not add to the productive capacity of the economy directly (Suresh, 
2007).
 
Sanjey (2005) highlighted that subsidies were transfers whose ultimate incidence was 
determined by elasticity of demand and supply, which she added can cause leakage effects, i.e. 




(i) The Impact of Subsidy on Demand-Supply of Sugar 
According to the theory of demand-supply, in a free and unregulated market, price increased or 
decreased along with supply and demand conditions, until it found equilibrium. For the case in 
Malaysia, sugar was an essential and price-controlled item where the Government had fixed a 
price ceiling – a price level which was lower than the market price. For example, the current 
price of coarse sugar in Peninsular Malaysia was fixed at RM1.90 per kg, as compared to the 
average market price estimated at RM2.39 per kg. Based on the law of demand, when the price 
of a good was lower, there was a tendency for consumers to increase the demand for normal 
goods. So, when the price of sugar was placed lower than that of the market price, consumers 
were likely to increase the demand while supplier might decide to reduce the quantity supplied 
because of the lower price. Sugar was now perceived as cheap and this has resulted in higher 
demand with consumers forgetting the danger of excessive sugar consumption. Because of such 
scenario, as long as the ceiling price was present, there seems to be a shortfall or difference 
between the demand and supply of sugar in the country. Given this shortage, the price of sugar 
would tend to increase in order to find a new equilibrium between the demand and supply, but 






unfortunately the price control system had prevented this from occurring. The price differential 
between the ceiling price and market price needed to be taken care of through the Government 
subsidy.   
During major festive season, the demand for sugar was anticipated to be even higher due to 
higher demand and consumption for products such as biscuits, cookies, cakes, cordial drinks and 
other sweet dishes. At the controlled ceiling price, this definitely resulted in a wider gap with 
higher quantity demanded far exceeding the quantity supplied. As the production and import of 
sugar had a certain quota as approved by the government, the imbalance definitely caused the 
shortage. On the other hand, even if additional volumes were allowed, the suppliers might find 
that the current price set by the Government no longer economical to induce them to increase 
output to meet the rising demand, if one were to consider that international price of sugar had 
escalated (see Figure 1). Considering that there were only four producers in the country, this was 
manifested into a situation where too many buyers chasing for too few goods, demonstrated by 
the public scrambling for sugar supply in the country because even retailers who have license to 
sell sugar were left with dearth of stock to sell. 






























































(ii) Subsidy Gives Rise to Irresponsible Activities 
In the wake of the changes and the shifts in supply and demand as described earlier, the price 
control scheme had led to leakages. The low cost of subsidized sugar was exploited by 
irresponsible traders who capitalized on the situation to make some profits. It was reported that 
the law enforcers in the country made 109 smuggling-related arrests and recovered more than 
200 tonnes of sugar in 20099. 
Figure 1 shows even when the international sugar prices were climbing steeply upwards 
especially during 2009, Malaysia was still maintaining its controlled price of RM1.40 per kg.  
The decision by the government of not allowing any price adjustments was due to economic and 
socio-political reasons. When there was a large price differential between domestic prices and 
the international market, traders would find it more attractive to sell at international market than 
selling domestically. As much as the traders in Malaysia would like to capitalize returns on 
selling abroad, they were constrained by the domestic controls and regulations that were put in 
place by the Government. Despite that, there bound to be some irresponsible traders who took 
the advantage to profit through smuggling activities. This irresponsible behaviour happened 
since the price of sugar in Malaysia was relatively cheaper than that of its neighbours.   
As illustrated in Table 4, the price of sugar was the lowest in the region, thus encouraging the 
widespread of siphoning out the sugar through the borders between Malaysia and its neighbours 







                                                          
9 New Straits Times (NST) 17 July 2010. 






Table 4: Regional Sugar Price Comparisons 








Malaysia - 1.90 2.30 
Thailand 23.50 baht 2.60 2.31 
Indonesia 11,000 Rp 3.68 3.80 
Philippines 52.80 peso 3.46 4.50 
Singapore $1.55 3.60 3.61 
  * Note: Prices were converted to domestic equivalent, on July 16 
  Source: The Star, 16 July 2010  
 
(iii) Opportunity Cost of Subsidy Program 
When the Government came up with the means (subsidy, price control and supply control), it 
was intended to lend a hand to the poor, and to stabilize prices from price shocks or inflationary 
pressure. The price control system also indirectly helped to promote the development of the new 
domestic food industries. While the intentions were righteous, the beneficiaries of the country’s 
sugar subsidy seems to be also benefitting those who were running business as well, such as food 
hawkers, food catering as well as restaurants, and small-scale entrepreneurs who earned profit 
from selling food items using subsidized sugar. Obviously, every individual whether well-to-do 
or poor, had enjoyed the benefits of the price subsidy mechanism through a lower price than the 
market price, but this had resulted in inefficiency (as reflected by the imbalance of demand-
supply), and became an expensive burden to the Government.     
In 2009, the total sugar subsidy had cost the Government a whooping RM720 million! This 
attracted a lot of criticisms particularly from tax payers and economists that the monies spent on 
subsidy could hardly had multiplier effect to the country. The subsidy programme was viewed as 
having huge opportunity cost because it showed that the cost of the subsidy might far exceeded 
its benefit to consumers as it would mean that the Government could not utilize this money on 
other developmental projects as well as for education and public health sectors.  
 






(iv) Subsidy Rationalization Plan 
Because of the huge burden on the country’s finance, the sugar subsidy scheme was now 
unsustainable, and that sugar was one of the first essential goods that were being included in the 
country’s subsidy rationalization plan. The price of sugar together with other essential goods like 
flour and cooking oil were anticipated to be increased, and the plan for sugar was expected to 
save the tax payers’ money by RM126 million in 2010, RM668 million in 2011 and another 
RM1,122 million by 2012 (Jagdev Singh Sidhu, 2010). 
Effective from 15 July 2013 as part of the rationalization plan price of sugar had cost 25 cents 
more per kg. The hike in sugar price was not expected to significantly reduced direct 
consumption or food consumption as the demand was largely inelastic. The own-price elasticity 
of sugar and drinks was estimated at -0.91, which indicated that the demand was inelastic, i.e. the 
quantity was less responsive to the change in the price (Tey, 2008).
 
The intake of sugar among 
Malaysians could be traced in numerous foods through numerous channels as illustrated in Table 
5, making it rather difficult for consumers to avoid sugar when price increased.  
Table 5: Mean Intake of Selected Foods and Beverages amongst Malaysians 
Type of Foods  Estimated mean 
intake (g/day) 
Household measurement 
Sugar 21 3 teaspoons 
Condensed milk 30 6 teaspoons 
Tea 247 1¾ cups 
Coffee 171 ¾ cups 
Chocolate drinks 128 ½ cups 
Cordial syrup 102 ½ glass 





Local kuih 22 ¾ piece 
ABC/Ais kacang 26 ⅛ bowl 
Jam  6 ½ teaspoon 
      Source: Ministry of Health Malaysia (2006) 
 






The expenditure elasticity of sugar was estimated 0.77 means that there was positive relationship 
between income and the consumption of sugar (Tey et al., 2008). Higher incomes translated into 
growth in the demand for processed foods, including foods that contain high sugar content such 
as beverages. As income increased, consumer might tend to indulge in eating out more frequent 
than before, or had higher disposable income to be spent on fast food outlets or lifestyle outlets 
like Starbucks or Coffee Bean, thus increased the demand for sugar (direct and indirectly). 
OTHER APPROACHES TO ADDRESS THE SHORTAGE OF SUGAR 
While the government tried to cut its spending on subsidies and monitoring the demand-supply 
situation closely to prevent incidence of sugar shortage, there were other ways and means being 
advocated to reduce the consumption on sugar in the country.  
 
(i) Reduction of Sugar Consumption 
One of the issues related to sugar that required immediate attention from the authorities was the 
high incidence of diabetes in the country. Because sugar was cheap in the country, the tendency 
of over-consumption had translated into a burden as far as public health was concerned.   
According to the International Diabetes Federation (IDF), there were 285 million people 
worldwide living with diabetes, and this actually included 1.84 million Malaysians. In fact, 
Malaysia ranked 17
th
 out of the 216 countries with its rate of 11.6 per cent of the population 
being diagnosed as diabetic. From this intimidating statistic, it was timely to enhance the health 
awareness campaign over sugar intake in Malaysia by encouraging Malaysians to adopt a 
healthier lifestyle by consuming less sugar. Less consumption of sugar would mean that the 
Government would have to lower the supply of sugar, while addressing the issue of emerging 
health related problems such as diabetes. 
(ii) Dismantling the Sugar Monopoly  
At present, the suppliers of sugar were limited to only two companies which were FGVH and 
Tradewinds. The reform in sugar subsidy would mean the price of sugar was moving nearer 
towards real market price. Perhaps it was also timely for the Government to open up the sugar 
industry instead of being monopolized by these two companies. When the sugar market was 






being controlled by two companies, the volume and price could be susceptible to manipulation 
by these so called ‘cartel’.  By opening the market, it would create more competitive sourcing 
that will lead to more competitive prices for the consumer – creating fewer burdens to the 
consumer when the subsidy was fully removed. 
 
(iii) Plugging the Leakages   
The problem of leakages or smuggling of sugar out of Malaysia can be tackled if the differential 
between domestic price and international price could be narrowed to a level which traders find 
no benefit of doing so. Dismantling the price control might be a solution to create an open or free 
market, where prices would adjust accordingly should there be any imbalance in demand-supply 
of sugar. In contrast to where sugar remained cheap (because of price control) despite of the 
panic buying resulting from an increase in demand.    
But such drastic move in the short term would have serious impact to the consumer as well as to 
the processing industry because they would face a sudden escalation of prices, resulting in an 
inflationary pressure to the nation. Presently, the subsidy was enjoyed by all regardless of 
income and it was a general perception that subsidies once already deployed would be difficult to 
retract.   
So, the next best alternative for the Government would be to reduce the subsidy on sugar in 
phases over a period of time, which was exactly what the subsidy rationalization plan aimed at. 
Meanwhile, the enforcement had to be stepped up especially at borders in order to prevent any 
artificial shortage resulting from notorious activities.  
EPILOGUE 
6 June 2013: After a long tiring night preparing the plan of action with his staff yesterday, Encik 
Sharuddin came to the office early to prepare for the presentation to the State Secretary which 
had been scheduled at 11 am. To avoid sugar smuggling and hoarding activities, his office had 
been monitoring these activities on a regular basis. He believed that by increasing the price of 
sugar, the smuggling activities would be reduced.  
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1. What are demand shifters?   
2. How can you apply the concept of demand shifters in explaining the sugar shortage 
scenario in Malaysia? 
3. In the above case, the price elasticity of sugar was given as -0.91 while the expenditure 
elasticity is estimated at 0.77.  How do we interpret the elasticity of sugar demand? 
4. Explain how subsidy works.  Does the price control by the Government create a surplus or 
shortage? Will this price level cause greater shortages in the long run? 
5. Why did the Government still maintain the controlled price despite steep increase in 
international prices? Who really benefits from the sugar subsidy in this case?  What would 
you suggest to the Government to ensure that the subsidy is channeled only to the desired 
target group? 
 
 
